by SAMUEL PIZER and FREDERICK CUTLER

Financing and Sales of Foreign Affiliates of U.S. Firms

THIS article presents and examines
the latest annual tabulations of the
statistics on sources and uses of funds
of foreign affilintes of T0.5. companies
in the manufacturing, mining, and
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petroleum industries, and gives data
on the sales of the manufacturing and
mining affilintes. These data broaden
the information on the foreign opera-
tions of U.S. industry that appeared
in the September Survey. In that
article, data on net capital outflows,
earnings, income and royalty remit-
tances, and book values were presented
on a basis that ties in closely with the
balance of payments accounts. Data

~ given in this article on sources and uses

of funds have a different focus; the
overall operations of the foreign affil-
intes rather than their relationship
with their US. parent company are
taken into account. There are also
certain differences in the accounting
procedures and the coverages of the
group of reporting companies, Some
reconciliations of the two sets of data
are given in the statistical note on
page 24, The September article also
contained a full discussion of the plant
and equipment expenditures of the
foreign affiliates; some of those data
are repeated in this article to round
out the tabulations of sources and
uses of funds.

Financing Foreign Affiliates

During 1064, further large gains in
the scope of operations of foreign affili-
ates of U.S. firms were accompanied
by sizable increases in the amount of
financing required. Total financing ad-
vanced by $1.5 billion to $11.9 billion.
Ineome distributions rose by $0.5 bil-
liom to $3.2 hillion, so that after dis-
tributions of income, affiliates utilized
$8.6 billion, nearly $1.0 billion more
than in 1963 (table 1).

Less than $100 million of the inerease
came from U.S. sources (including both
parent companies and other creditors).
The major inereases were in financing
from external sources abroad ($0.8

billion) and rising depreciation charges
(0.3 billion). Retained earnings
changed very little in the aggregate.

Funds from the United States

In 1964, about $1.5 billion or only 17
percent of the funds used by the
affiliates in the three major industries
{after income distributions) came {rom
the United States, somewhat less than
the proportion in the preceding few
vears, 'The proportion for manufactur-
ing affilintes was even less—14 percent.
These figures on U.8. financing are
lower than the capital outflows shown
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in the bolanes of payments accounts.
The figures in this srticle do not include
$350 million spent by parent companies
in 1964 to buy out existing companies
or minority intérests, becouse the
amount so spent iz not port of the cash
flow of the foreign nffiliates, and they
do not count retained braoch profits
ng part of the U5, capital flow, ns is
done in compiling the balance of pay-
ments actounts, {Ses toble, pape 24.)

1.5, financing of affilintes rose zig-
nificantly in 1964 only for manufoc-
turing and patroleum affiliates in Evrope
and “‘other’” arens, which cotoprise
both developed ond less developad
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eountries in Asin and Afries. o some
of thess induastries and oreas, lerger
plent ond equipment expenditures by
affilintes appenred to be ihe principal
cauge for the sugmented outfow of
U.8. funds. Howewar, there weys other
instances, neotably mannfoastoring in
Cannde, where rising plant and equip-
ment expenditures by cffilintes wers
finnnced without significantly ILarger
copitel outflows from the United States.
The highest ratio of US. funds Lo
plani and equipment axpandifures in
the 1962-64 period ocecurrad in petro-
leum affilintes in the Eustern bemi-
aphers.
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internal financing

Funds generated by the affilictes
themselves—retained earnings plus de-
preciation chargsd against income—
account for more than half of nll ths
financial resources used. In 1964,
they totaled $4.4 billion. The propor-
tion provided by thase sources, 51 pep-
cent, was n bitle lower than in the
preceding years, even thovgh the abse-
lute omount of internol finpncing con-
tinued to grow,

Thera has been 2 tendency over the
years for internal financing to expand
roughly in Yine with plant and equip-
ment expenditures—by far the lacgest
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use of funds. However, the tie-in is
flexible in the short run and changes
quickly as circumstances change, In
1963, for instance, internal flows of
funds, especially retained earnings of
foreign manufacturing affilintes, rose
much more rapidly than plant and
equipment expenditures in the spme
vear. In 1964, however, the increase
in internal financing fell far short of the
stepup in plant and equipment expendi-
tures for manufacturing affiliates, ss the
result of an extraordinary rise in the
rate of fixed investment relative to
internal financing. For petroleum affili-
ates in 1964 thers was a falling off in
internal financing caused by declining
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earnings, while fixed investment con-
tinued to increase gradually. Manu-
facturing companies apparently closed
the map largely by drawing funds from
the United States; petroleam com-
panies cut back sharply on the expan-
sion of eurrent and other assets held by
foreign aflilintes,

External foreign financing

The third major stream of funds
available to foreign affilintes is borrow-
ing or equity finaneing in  foreign
marketz, Such  external  finaneing
abroad has been steadily growing in
importanee, and it provided $2.7 hillion
or 32 percent of total financing (after
income distributions) in 1964, Some
detail of this financing is given in table 2.

An ountstanding feature of the 1064
financing was the intensified use of
various types of foreign external funds
by manufacturing affiliates, especially
in Latin America and Europe. Changes
in the amounts of external foreign
financing seem to correspond fairly
closely with changes in the accumula-
tion of inventories and accounts re-
ceivable of the foreign affiliates, and
probably reflect s general practice of
matching current assets and linbilities
within the same country, and in the
saine currency, as [ar as possible.
Thus, the very large increase in external
financing by Latin American manu-
facturing affiliates in 1964 took place
in those affilintes where there were
corresponding advances in the rate of
increase in inventories and accounts
receivable. A similar development is
apparent for manufacturing affilintes
in Europe and “other” areas,

An important part of the current
voluntary program designed to increase
the contribution of industrial companies
to the balance of payments is the effort
to use more foreign funds in the finane-
ing of foreign affiliates. Tt is clear
from table 2 that the companies were
making intensive use of such financing
prior to the program, which was an-
nounced in February. However, the
available data do not show long-term
debt financing abroad separately from
the short-term financing received from
suppliers or in the form of accrued tax
and other current liabilities. For this
reason, it will not be possible to measure

November 1985

the increase in long-term debt financing
abroad, which is receiving the greatest
emphasis under the voluntary program.

The total amount of financing re-
quired in 1965 for affilintes in the three
industries covered in these tabulations
is almost certain to be considerably
higher than the 8.6 billion used las
yvear, Projected plant and equipment
expenditures for 1965 were up by $1.3
billion over 1964; even if the original
investment plans are substantially al-
tered in accordance with the balanee of
payments program, s considerable in-
crease is likely to remain, In addition,
the normul growth in working capital
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would perhaps amount to $0.4 billien.
(On tha other hand, the normal growth
in internally wenerated Ffunds of the
affiliates would be roughly $0.5 billion.
A 2 erude approximation, thia would
leava perhaps $1.0 billion or more of
addifionnl finaneing in 1966 to ha
derived from external sources, either
U5, or foreign. Finoncing from foreign
sources has grown wvery rapidly, rising
by $0.6 billion in 1963 and again in
1964. An even larger incrense will ba
nacaeepry in 1965 If foreign eourees ore
1o supply a greater share of the esti-
matad cmount of funds required by
the affitistes and if the rise in U.5.-
sourse financing is to he minimized.

Uses of funds

As noted above, expenditures for
plant and squipment are tha lorgest
nse of funds by foreign afliliates, ac-
counting for 84 percent of totol uses in
1964. Current and prospective devel-
opments in these expenditures were
digtussad in the September Surpey.

4 rising shars of total financing hes
been needed for mounting eccumuls-
tions of invensories and mecounts Te-
ceivable, Inwventories of forsign affli-
ates grew by $1.4 billion in 1984, ebout
$% billion meve than in 1963, Nealy
wll the neccumulation was by menu-
facturing affilistes, and wns spread
over a broad rangs of countries and
commodities. The principal fastor iv-
volved sppesrs to have been the accel-
erption of sales by the manufecturing
affilintes, but in oll areas, the buildup
of inventories was oconstderably more
then praportional to the inmcrease in
current sales.

Foreign affilistes added $1.1 billion
to their accounts receivable in [9§4,
somewhat less, in the aggregnie, than
the rise in 1963, Thera wae consid-
srabla variation in hehasior among the
different areas and industries. Receiv-
ables of manufactiaxing affiliates showed
the largest rise—$0.5 billion—which
ineluded a major incresss in Latin
America. Petrolewn affilistes reduvoed
the rate of prowth of receivables in
mosh arese Irom the comparctively
high rate of 1853.

Sales by Foreign Plants

THE vzlue of eales of forsign monu-
facturing affilistes of ULB. companies
soared to $37.3 billisn in 1964, a rise of
17 peresnt for the year. This was the
most rapid rate of inerensa since the
sollection of these data began in 1957.
Tt reflects tha combined efiest of strang
growth in demand in major markets
and the nccelerotion of prowth in
capacity through plant construstion
(end some eoguisitions of existing for-
cign firms) by US. compoanies. Since
plant construction hes proceseded ot
an even higher rate in 1964 and 1985
than in prior yesrs, and since most
major markets continws to show
atrpngth, a further large gain in sales
seerna likely for 1965.

Area and industry compasition

Sple2 of European manufacturing af-
filates, which are considerably larger
than those of aflilintes in wny other aren,
registored o major goin of $2.5 billion in
1984, As toble 4 shows, nemly $1.0
billion of the incresse was in the Unitad
Kingdom, nnd over 30.5 billion in
Germany. Among the industey groups
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in Europe, particnlarly larpe gains in
snles were reported for machinery and
tranaportation equipment.

Conadinn affiliates also hed reecord
sales paing in 1964, congiztent with pen-
erally rising induostrinl production in
Cannda. Saoles gaing in  other de-
veloped sountries, notably in Australia,
were also well above trends since 1957.
This pattern also caried throuph to
many of the developing countries, such
ns Arcenting and Mexien, but sales de-
clined in Brazil and grew relatively
slowly in & number of other countries.

Mearly all the manufacturing indus-
tries shown in tabla 3 reported record
inerensses in sales in 1964,  As the plant
exponsions of 1964 and 1985 come into
production, in an envivonment of gen-
erally rising demand, sales of the for-
aign plants are likely to continue thair
rvpid rise.

Since 1957, aggregate sales of the
affilintes bove more than doubled—irom
$18.3 billien to $37.3 billion in 1964.
Bales in some manufecturing irdus-
tries—chemicals, nonelectiical machin-
ery, and transportation equipment—
have expanded even more rapidly dur-
ing this pericd, and it 1= significant that

Table 2. —Finoncing of Afllavig from Extornal Sources Abrand, Ares and Trpe of
Financiog by Iomidustry, 1962=64

LMkt of dholl sl

A et e, lnlnll Mlnl.ﬂnu Al Fetralain W anuiaturine
Sadi .
Area snd type of finnmcing Hne
T0R2 | 10403 | ro04 | roed | ¥803 | 1064 | 1862 | L0A3 | Ceed | nec | aeo | a4
A e, fuis). BN [ 002 07 ) 9 | 2| o | el | AT OB | WEYILETE | LEN
[ Frotr inoaeid (e i ndomse ne A% 13| 12| 4| BA] ot 1S WA 0| T
15x] IB| B| 0| E]=0| TR|=11] &0 1)
T L, 300 4f 2| xG; 8| g 10| 470 M0 ] 10
JIB] &5] m| 1| EL| We| AL BB 17| W
1H Bf * gl m| ur| B @& -2 7
L] 15 oy 1] B D Ik | 2| 221] 168 - o]
[} - * lL.__.] BO| B8 15 W[ =1 4%
=" =5]..... =F| =5| =38 B =i 121 =14
5 | =35 75 7| -1 1] | o] 15 LT
71 ] B T o] & 1] 1] - i4
| - =1l ] H H it 18 [11] L]
(L] i ] 15 L 4| =dd a1 15| 1T L]
11 1 g " 12 4 2z i ] i1l
[ 18 2 =1 5q{ =82 x| =3 I =2
i B =& - 18| =] =3 2| 11 -
L F & & L =1 1 2 i ™
mi - 10 E ] il 2| =B| = | =I5
ILeT, * -L| " PR 43| s o] a2 -]
L] ) =1 =1 x Ba | 1R NS 1]
I |,.....]. N P .M B T3 1B E) L]
CT - 1] 0| =m0 7| 60| 52| 42
I .---.. L PR E K5 ] bt ] i (111
By e wl oMW H)] |-l 1]
S| o1 W 5| 1| | Cia] o] | e
ITL ) | =% G5 | IO} I ] L] o7
~1 Al 1., =) | =30 [ =25 5] o 1
M| | =A| x| oo | | B L[ 3
1] Z2l-_...] Bl w| s =| 251 30 i
~18 [ I L -] ) | = 1 L k-4




15

SURVEY OF CURRENT BUSINESS

Tokle }.—S5olew by Bireck Foreipn Investments, Principo]l Commeditics by Aren, 1957,
1959, and 95164

{Bd Ullnes of Aoy

ooules| Food | Popor Primwry | Moahio- |Bestrienl m Qthar

Arcas and yoar turia - alded Chem- | Kulidr | and 6= | ey, oa- in- | tation | pred:

Loda upty | produsts | sk | preduss | doaled | choding | ey | opedpr | wos

molols | abeotricol e
"lgﬂ' tolal: [[9%=1 - . ]] 2 [ ] L 548 1. 27 [N 1, B
8| 2B o0 | Eon| Luw| Lew| x| nEM| sl Lo
g,lll. 3 Hb 1, 000 3, B 1,108 1,873 a R 22 A M 2 T8
S| 2aa| ral | pae| sE| iIm| i| Em i
wae| ¥w| onEe| Nes| Low| ZEb|  Law 3:% K| Tao
T, BT ] L] 2] 1] wr [ 1, 080 1, 48K B2
Em 100 - 1] 1, L0 i) o T N 1,0 HB
2| 10 B [ 7] HE L] T F 1,450 ]
E18F | L1 [ b 1, 286 i 1, {50 BID RBs1 [ ] 1, 0l
1103 I, 1% 1L, e 1. 42T T 1, 1 [T - T] 2 10 1,076
L4060 | ] 0 1 143 L, B85 diMd 1, XM 1,6k 1,10 R ] 1, 20
2,436 =0 o] E ] B i1 o 190 1] i)
1, H3 ™A an 5680 ] M ET 1 4TH ]
1, 0457 = 1] LLL] 300 T 12 3 e L] 40
4, T -] 100 BB »n 1 1dd it ) - L]
4, 3 in ] 1M 1,060 I L] [0 280 ™ Bk
B 1K1 7] 146 1,23 o Fill 280 480 W ]
G 313 Tt 1] = 242 Lk 1. iy 48 1, Tl i
.0 JH 1] 1, 1] 470 1. 200 b ) Tl
W RN I kLl 1,510 AH) L] 1. b 1, M 3. i L IS
o] tm| 08| Lhm| ma| aw| Ee: iae| IR Lat
10806 | 1460 H | Zz s | L | EEg| rmo| 40| Lo
1, 055 168 ] 153 s k7] B

1,00 2 o b ) o T % 10 % %E
L ) a8 Ik H . ] 200 m ki -} 20
L& oy o E ] o) [T ALk 40 =0 o
3, I i ['F] = o) 19 18D 160 1.5 20
&, =0 M 1 -L1] alb He (1] 00 L. a6

r Bwried,

' Iniludes *Sokhgr YUestern Hemipphere, '

these are the industries for which the
lnrgnat, inoreases in investnient are
projected.

There are a number of instances of
spectacular growih in sales since 1967—
machinery and (ransportation equip-
ment in Eurcpe, chemicals in “other’
areas (largely in developed couniries),
primary and fabricated metals in
Europe znd in ‘“other"” areas (see
table 8). Growtk has generally been
slower in Canads, mainly because by
1857 thers wns alrendy a much larger
production base in that country than
in other arens.

Destination of sales

Qvor 80 percent of the sales of foreign
manufacturing affilistea are customanly
made within the ceuniriea in which the
Mants are located. In 1864, as toble 5
shows, $1.6 billien out of total sales of
$37.3 billion were eaported to the
United States. The largest part of
this, #1.2 billion, came from Conada
and consisted primarily of products of
natural rescurce industries. Imporis
from Burope have been risiog graduslly
but amounted to only $0.2 billion in
1864, and imports from Latin America,

consisting largely of food products,
wera §145 miilion,

A congiderable poart of the output of
the affiliates, $5.0 billion in 1964,
eiters international trade among foreign
couniries. Last year, about $3.8 billion
of thesa export sales arigingted in
European plonts and represented sales
among Europesn countries as well as
sales to other foreign areas. The
transportation eguipment, chemicals,
and sonelectrical mochinery industries
in Kurope exported relatively high
proportions of their total sales,

The main exporis of the Canadian
affiliates are primery and fabricated
metals and waod and paper products,
while for Latin Americn the principol
export products are foods and
chemicala,

Camparison with U5, exports

Table 8 comparss the recent move-
ment in exports of a larps croas-section
of U.5. manufnctures with sales of
similar products hy foreign affiliates,
The growth of these selacted exporia in
1964 (17 percent) was nesrly as rapid
as the expansion of foreign sales (14

percent), The more usual pattern has

Hovember 1985 .

been a mueb fagter growth in sales by
the foreign affiliates. Laest yesr, ex-
portz from the United States were
supported by relatively high growth
rates and pressurss on eapaciby in maei
developed countries that are importanc
markats for T8, goods. Howaever, ii
seema likely that in the current year,
export. aales, though rising, will lag
behind the pgains im sales by foreign
plants. Exports generally sre not ban-
afiting from quite as rapid a growth in
foreign demsand, snd foreign effiliates
are greatly incressing their capacity to
supply these markets,

.5, exporia of these zelanted manu-
iactures to Cansda ond Burope were
especielly strong in 1964, outstripping
the rete of increase in sales of Canadian
and Furopesn afliates. The magni-
tudes of exports and local menufactures
are quite different, however, so that
the ahaolite inereasea in locol sales in
thesps countrias were much larger than
the inerease in T.8. exports to them,
In Eurocpe, for instance, local sales of
nonelectrical machinery rosa by Bi25
million in 1864: TIL2. exporia rose
somewhat fnster relatively, but the
increase was only $170 million,

Chart 11 compares axport sales with
szles of foreign nffilintes since 1957 for
various groups of manufactures. The
relatively sharp upward turn in exporis
of most commaodities in 1964 stands

Table 4.—Soles by Divent Forelgn Manu-
focturing Afillates, 1957, 1959, and 194G1-04
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out, s well as the mors rapid growth
in the ageregate in forsign sales over a
longer period. Nonelagirical machinery
is the only industry for which exporta
wore still stightly larger than sales of
foreign affifintes, but thiz resulis pri-
marily from large exports to less
developed countries.

Sales of mining affiliates

Last waar, the demand for matals and
minerals roge strongly, and sales of tha
forsign mining affilintes of 1.5, com-
penies expanded accordingly.  ‘The riga
for the year wos nearly $0.6 billion, or
21 percent. Most-of the gains were in
Canada and Litin Amerien, where the
bulkk of the U.S. investment in this
industry has been concentrnted; thera
were smaller paing in Afries and Asia,

Part of the increased saler was used
in the countries whare prodoction took
placa, but most af the snles riss went to
the United States and to other indus-
trinfized countries. It may be notad
that maqst of the expart sales of Ca-
nadian affiliates have besn to the
TInitad States, but mining affilintes in
other areaz customarily sell n larger
part of their oufput to industrialized
countries other than the United Sintes,
Demand for metels and minernls in
most developed countries is rising this
yeor, and prices are increasing, so that
sulez of thesa afflintes will probsbly
show another major gain in 19635,

Statistical Note

A brief description of sources and
methods used in compiling these sta-
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Table 3.—Salen of Forcign Manufnr.tuﬂnslhﬁlhtwi Aren oyul Commmodity by Destination,
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Financing and Sales of Foreign Affiliates of U.S, Firms
{Tontinyed from pege 0}
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and 154,

latest data showing the coverages of
the snmples nsed and a reconciliation
with data collected for uvse in the
balance of pryments accounts.

Table I updates figores on the ex-
ploration and development expenditures
of foreign sifiliates charged against
their income accounts. These figures
can be used in conjuncéicon with the
date on plant and equipment ex-
penditures given in this nrtige and in
the Suavey for September 165 to
provide a more complete pieture of
foreign inveatment activity by U.B.
firms,
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Price Changes
(Cond¥rued fram page &)

Uptrend in CPI continues

From the first to the second quazter
of 1985, the Consvmer Price Index rose
about ¥ of 1 percent sfter sessopal
wdjuskment, about double the aversge

quarterly vise of the preceding year,

Norembar 115§

Although the sverage level of prices
was greater in the third quarter then in
tha second, the advance was very smell,
and indeed sincs late spring, the overall
laval of congumer prices has besn quite
pteady.

. The unusual spurt in prices this
spring reflacted mainly a sharp advance
in food prices, partioularly for mests,
fruits, ond vegetables; prices of those
commxlities have snsed somswhat sines
early summer,

Prices of noplood commodities, which
had been fairly stable through most of
1984, rose an averapgs of one-half of 1
percent in each of tha firat two guarters
of this year but fell back somewhat in
the third quarter. Tn houeehold dur-
ebles and new cars, pert of tha summer
decline resulted from the exelse tax
rednctior. Smee the tsx cute, cea-
sonklly adjusted prices of household
durabla poods have edead down further,
while naw car prices {through Septem-
ber, just before the introdustion of the
1988 models) have shown no significant
changa, after ellowanee for the usual
sepaonal infAuences. YJsed car prices,
which rosa contraseagonally at the titne
of the auto strikes enrly -Inat winter,
have weakened steadily this year and
gre now below the level of a Feer
earlier.

Prices of consumer services have
continued to incresss about as much
sginrecent years. Prices of transporia-
tion, medical, and *other” services
heve risen & little more than the average
for all services, and Yousebold services
(excluding rent} somewhat less,

Recent Financial Developments
{Continued fros pags 18

such items in table 11 of the Augusé
SurvEY which actrue to the nonfarm,
noofinencial group of corporations; the
itens classified uader “inoresse in
physionl assets’’ rapresent the portion of
those of “gross private demestic invest-
ment'’ {tables I and IT of the August
1985 Svnvey) which was purchaseé by
this group of corporations.

ORE is presently preparing s broad
industrial breakdown of the scurces and
uses of funds of nonfearm, noofinancial
coTporations.
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